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TechWorks Stakeholder Representation to
HM Treasury for the Autumn Budget 2025

The government’s mission to rebuild the UK’s prosperity, depends on Economic Stability,
National Security and Economic Growth. Technology is seen as key; however, it is the
fundamental enabling science and engineering behind all emergent technologies — so called
‘Deep Tech’—which is the single most important driving factor in achieving these aims.

The UK deep tech sector consists of the design and manufacture of electronic and photonic
semiconductor devices, advanced materials, sensors and application of advanced
mathematics. These technologies are foundational, for example, to Al, quantum, future
compute, advanced communications, VR / XR, electrification, and provide unique economic
power to those who control them.

The global semiconductor industry is already a lucrative market, worth $804 bn today and with a
CAGR of 9~12%, will reach $2 trillion by 2035. The most successful companies are worth a
colossal $7 tn already and globally, 1.7 million skilled people work directly in the sector. "

In the UK, we currently contribute ~2% of market share with 86,000 people working directly in
the sector and there is much scope for valuable growth?. The semiconductor industry is a
critical economic and national security concern, providing:

e Significant national wealth, high-value jobs and GVA across the wider economy

e Sovereignty of supply chains, national resilience and national security

e Controlling influence of downstream technology and markets, providing economic and
political strength

TechWorks urges HM Treasury to re-balance UK economic policy and research and innovation
funding towards product development and scale-up to increase UK skilled employment,
economic growth and achieve sovereign UK competitiveness. We outline some proposals below
in support of this aim.

1. Invest To Grow Globally Successful Chip Companies

There are many tens of promising semiconductor startups in the UK today. However, we
desperately need patient, deep tech oriented venture funding vehicle(s) charged with investing
in these design and / or manufacturing businesses to support product development and
commercial scale-up. This means addressing the post-seed stage (i.e. Series A, A+, B, etc)
which is not currently available in the UK. Since deep tech companies are based on
fundamental science innovation, they provide long term, defensible product differentiation,
backed by strong IPR protection, enabling them to grow market share over time achieving a
strong stock market, or trade-sale valuation. Successful exits are usually measured in 10x or
20x multiples, but time to exit is often more than 5 years. The time to achieve a return, together
with size of investment needed and the potential risk of failure make deep tech investing out of
reach of current UK VC firms with a mix of small fund value, short term LP expectation and lack
of domain expertise driving risk aversion.

HMG has rightly prioritised semiconductor and related tech as critical to UK interests, but we
need policies right now which slow the ‘brain drain’ of innovation, patents and skilled staff to

" TechWorks ‘Semi35: UK Strategy for Semiconductors’, Dec’24 (techworks.org.uk/Semi35_UK_Strategy.pdf)
2 HMG workforce study, Apr’25 (http://gov.uk/government/publications/uk-semiconductor-workforce-study)
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overseas investors, acquirers and employers . Furthermore, to build sovereign capability in Al
compute, photonics, quantum or power electronics, we need to invest to grow indigenous
companies, employing more UK staff as they grow and which become globally relevant players
thus positioning the UK at the top table, whilst also driving GVA and UK economic growth.

A new investment thesis is required as follows:

e |nvestin fundamental science or engineering breakthrough based companies with
protectable IP providing hard to replicate market solutions with 10x improvement and a
defensible moat against competition. This is a very different proposition to innovation in
business-models or software.

e Although success may take 7 or more years, these fundamental innovations will likely
define new markets or industries, unlocking exponential market value.

e Expectto hold for 7 to 10 years with follow-on investment rounds, perhaps investing
£200~£500m (across all investors) over this time to reach sustainable profitability and / or
exit, but with a potential return of 20x.

e Although several investments may fail, 1 in 10 will still repay the fund.

Because this is not how the UK VC community currently operate, the government must develop
policies to either change one or more VCs through additional funds, but only in return for a new
way of working, or by creating new VC operators specifically with this thesis (privately run funds
with appropriate GP expertise and domain knowledge, but with initial funding from UK
government to attract private LP investors). BBB and NWF are instruments which could drive
this, but providing public money to existing VCs with no change in investment theses will not
have the desired effect.

Because successful companies can deliver incredible returns over the longer term, making
public investments alongside professional LPs into this sector would create secure financial
assets, not just public spending. US experience shows that quality fund-of-funds have never
lost money, due to the diversity of funds and underlying equities in companies they turn into. If
BBB/NWF held positions in such funds these could be worth many tens of billions of pounds
over time and structured into securities for offer to institutions, such as UK pension funds.

2. Provide Scale-up Support to UK Semiconductor Manufacturers

There are 30+ semiconductor and 20+ semi equipment manufacturers in the UK, many with
global leadership potential. These companies with strengths in compound and other advanced
materials need support to enhance production capability, thereby staying competitive and
facilitating growth. This is especially important in emerging markets, such as power electronics,
photonics, quantum and thin film.

HMG should develop schemes to avoid otherwise promising companies failing due to their
inability to scale. Access to strategic capex funding (provided in other countries) allowing 50-
100% capex recovery would enable companies to upgrade equipment, adding additional
capability to existing lines. This can be through reforms to innovation funding (UKRI /
InnovateUK) or targeted tax schemes, such as cash-based tax credits for qualifying equipment /
property. Or through investment or easy-access loans supported by institutions such as BBB or
NWEF.

Manufacturing profit depends on filling available production capacity, but growth requires
adding more orders and thus growing capacity. Equity or debt financing is difficult to obtain due
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to lack of sector understanding, short termism and UK investor risk-aversion. Other countries
offer incentives and fiscal support for scale-up - often alongside private investment - reducing
the cost base for these foreign competitors and delivering unfair advantage against UK players.

3. Grow Domestic Demand

Specific interventions which incentivise, or mandate domestic supply would enable UK
companies to validate products, scale up production, gain valuable orders, derisk venture
investment and potentially attract corporate investment from large UK customers. This would
also provide resilience in strategic areas of the UK economy and can be focused on major
government priorities such as quantum, future compute, clean energy and net zero. In areas of
national security and critical national resilience, procurement rules must be adapted to
prioritise UK chip supply where possible in areas such as defence, telecoms, or power grid.

4. Investin Skills and Talent

There is a significant UK skills gap in chip design and semiconductor fabrication. This is of
sovereign significance for the UK and needs ongoing investment. There is already significant
investment in workforce around the world (US, EU, China, India, Malaysia, Vietnam etc.) and we
also need a step change in skills funding of the order £100m+ over the current parliament to
fund student bursaries, development of university-level curricula, provision of industry-led
training and schools’ outreach and engagement. Whilst 2/3 of the UK workforce is engaged in
design, we also boast world-class capabilities in non-cmos fabrication, packaging and
equipment supply, all of which face significant skills shortages.

Although we must grow our domestic skills base, we also need better support for skilled
immigration to help companies tackle current gaps. We must ease the movement of skilled in-
short-supply workers from the EU by reducing costs and timescales for qualifying workers.

5. Streamline Export Control

Improve the operation / funding of the ECJU to provide clarity to industry, ensuring companies
know what to expect up front and reduce the time taken to obtain decisions on export licenses.

6. Improve Infrastructure, Shared resources and Energy costs

HMG’s Spending Review announced in June 2025 earmarked £86 bn of spending to 2029/30
supporting research and innovation. Historically, the UK spreads such funding very widely and
thinly. Working with industry, HMG should ensure that sufficient of this funding is deployed to
support valuable shared resources and infrastructure to benefit industry directly, such as
semiconductor pilot fabrication & innovation, packaging, design competency facilities (training,
innovation and support services) and access to leading international foundries.

UK energy costs are significantly higher than in other developed nations and HMG must reduce
this burden on UK semiconductor manufacturing to enable growth.

The current climate change levy rebate scheme is highly beneficial to the sector and must be
supported, despite recent political pressure to significantly increase the reduction targets,
which would however, make it unachievable and thus pointless.

As the country aims to build more data centres, pressure on electricity generation and the grid
will only increase, therefore grid capacity and distribution must be improved to ensure the
manufacturing sector does not suffer.
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